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Renegotiation Law: To Amend or Not to Amend? 


Entered as second class 
matter February 5, 1942, at 
the Post Office at Washing- 
ton, D. C., under the Act of 
March 3, 1879. 


Since 1942 the Government has relied on an excess 
profits tax and renegotiation of war contracts to keep 
profits of companies making war materials from sky- 
rocketing. The act providing for renegotiation is 
now being attacked in the Congress. 


Purpose of Renegotiation At the beginning of the 

War government pro- 
curement agencies were called upon to let contracts 
for vast amounts of war materiel quickly. Industry 
was called upon to make new kinds of things. 
Neither the government agencies nor industry had 
at first any very satisfactory means of determining 
what fair prices for these products would be. The 
result was, in many instances, that the original price 
agreed upon in the contract resulted in very large 
profits to industry. It was at this time that the gov- 
ernment agencies were given the right under the Re- 
negotiation Act to review these contracts after they 
had been in operation for a period of time. If profits 
were found to be excessive as compared to previous 
profits of the company, the agencies tried to reach 
an agreement with the company which would pro- 
vide for a return to the Government of part of the 
money that had been paid on the contract, and a 
reduction in price for the remainder of the goods 
to be produced under the contract. If the Govern- 
ment and the company could not agree, then the 
Government could issue an order requiring repay- 
ment of the sum it thought necessary and reducing 
the price of the commodity. In the case of such an 
order, the company could seek relief by appealing 
to the Tax Court. 


Criticisms Renegotiation makes for uncertainty. 

Very few standards were established in 
the law to guide government agencies in deciding 
when profits are excessive. It is claimed that the 
Government would recapture most of such excessive 
profits through taxes, anyway, and that this review 
of contracts is just an unnecessary burden on indus- 


try. There have been a few, but only a few, criti- 
cisms of the personnel in charge of renegotiation. 
It is claimed that the Government in determining 
what a fair profit is has not given sufficient con. 
sideration to the risks industry has taken and may 
have to take in the period of reconversion. 

No one argues that the practice of changing the 
terms of a contract once it is let is a good one, only 
that it is necessary under war conditions. There 
have been various Congressional investigations of 
the renegotiation of war contracts by government 
agencies and in each instance their work has been 
generally approved. The War Department claims 
that conditions are still too uncertain to enable a 
producer to determine accurately in advance what 
his costs will be, and therefore government author- 
ity to adjust prices downward after sufficient experi- 
ence under the contract should be maintained. Some 
$5 billion has been saved to the Government through 
renegotiation. It is an incentive to reduce costs, as 
the excess profits tax is not. It isa way of preventing 
gross increases in salaries of management officials 
that would not be entirely recaptured by the excess 
profits tax or high income tax rates. It is estimated 
that at least $1.5 billion of this would not have been 
recaptured through the excess profits tax. 


The present Congressional 
controversy is over proposed 
amendments to the Renegotiation Act which would 
narrow the application of the Act to relatively few 
industries, would open up for court review many 
of the agreements about price reductions and refunds 
to the Government that have been concluded, and 
which might require the Government to give back 
some recaptured funds to industries affected. The 
amendments would so completely change the pro- 
cedure and scope of the present Renegotiation Act 
that the Government agencies and the Treasury 
are both convinced it would be better to repeal it 
entirely than to make these amendments. 


Proposed Changes 


National Service Legislation 
Doubtful 


The President’s proposal for national service legis- 
lation may be intended more as a threat to labor 
than as a wholehearted endorsement of the idea. The 
old Austin-Wadsworth bill providing for “voluntary 
compulsion” has been revised and reintroduced into 
both Houses, but Congress continues cool to the 
whole idea. 

The President’s move cameias a surprise not only 
to Congress but also to some members of the Ad- 
ministration who had worked on the problem of 
national service legislation. War Manpower Com- 
mission’s Management-Labor Policy Committee, 
which at one time was asked to work out principles 
of a national service bill, had gone on record in 
November as opposing it in any form, and had in- 
stead recommended measures for fuller use of labor 
already recruited. 

The question of whether to try making practically 
every able-bodied adult liable for service wherever 
needed brings up, among others, the problem of 
drafting labor to work for private industry. WMC 
Chairman McNutt has said there is no need for such 
legislation if proper measures are taken to utilize 
the present labor force, but the labor situation in 
certain areas is still acute. It is argued that putting 
such a law into effect would be so complicated that 
it might not operate quickly enough to solve present 
production difficulties unless the very fact of its 
existence stimulated people to seek war jobs. It 
would have to boost production considerably to 
justify, to its opponents, the large measure of author- 
ity government would have over the lives of indi- 
viduals. Both Labor and Management have opposed 
national service legislation and there is no indication 
that their opposition will be withdrawn. 


Subsidies Still an Issue 


The opposition to food subsidies has not lessened, 
but support for limited use of subsidies to keep the 
price of food down has increased. The Senate Com- 
mittee will meet this week to tackle the problem 
again. The President’s reference to a “cost of food” 
law which would put a floor under farm prices and 
a ceiling on food as the consumer buys it seems to 
apply a new slogan to food subsidies, but not to 
propose any material change in the present subsidy 


program. 
\ 


Food Stamp Plan Proposed A few members of 

Congress are propos- 
ing a food stamp plan as a substitute for the subsidy 
proposals. Under the plan low income families 
would receive a gratuity to compensate them for a 
rise in food costs. The purpose of the food stamp 
plan is completely different from the food subsidy 
proposals which are designed to keep down food 
costs to the consumer and to head off inevitable de- 
mands for a rise in wage rates to keep pace with 
rising food costs. A food stamp plan would provide 
a measure of relief from the effects of inflation to 
one income group. It would add, not lessen, the 
threat of inflation. 


Political Tempest Over 
Soldiers’ Vote 


No political party can afford to be accused of pre- 
venting soldiers from voting in the next presidential 
election. Some compromise will probably be worked 
out which will provide a practical method of getting 
ballots to soldiers overseas as well as in this country. 

The Army and Navy declare that some unjfied 
method of handling ballots must be worked out jf 
the plan is to be successful. It is not possible for 
them to handle 48 different sets of ballots, which 
might result if the states were given entire respon- 
sibility. 

The core of the controversy is political. If the 


President were not considered 4 candidate for re- - 


election solution of this problem might be easier. 
A president’s name is bound to be constantly before 
the soldiers, which would give him a certain advan- 
tage as a candidate. 

Meantime the whole question of party advantage 
is causing considerable anguish in Congress. The 
Army, Navy, Maritime Commission, for instance, 
provide periodicals for use of the armed forces and 
the selection of these might be subject to charges of 
party bias, which accounts for the number of pend- 
ing bills providing for polls of the men to determine 
in advance which periodicals they want. Dividing 
radio time equally between the two major parties 
is another concern. In fact, the difficulties of ac- 
quainting soldiers with the merits and programs 
of respective candidates are infinite. Unless Con. 
gress approaches these difficulties reasonably they 
are likely to be thrown out of focus and appear trivial. 
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